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THE NEWSLETTER FOR THE AICPA PERSONAL FINANCIAL PLANNING DIVISION
Avoiding the Medicaid Trap:
Necessary Advice For Older
Clients and Their Families

care-the type of care required by most nursing

home residents. Medicaid is the one program that
will cover long-term care costs; however, this cover

By Armond D. Budish—author of Avoiding the Medicaid Trap,
published by Henry Holt and Company, New York 1989
A discussion about Medicaid, nursing homes

and long- term care in The Planner? Absolutely!

age generally begins only after the family’s savings
have been used up. That’s where you come in.
There are a variety of planning strategies available
to enable your clients to avoid financial
devastation.

To counsel older clients and their families about
adequate estate planning, you must understand

Medicaid Rules

the “ins and outs” of Medicaid rules. The purpose
of this article is to help you present “Medicaid Plan
ning” strategies for your clients. The focus will be

The Medicaid rules were significantly changed
by the Medicare Catastrophic Coverage Act of

on how to protect assets and avoid financial devas
tation by long-term care costs.

1988 (the “Act”). (The repeal of that law did not
repeal the changes made to the Medicaid laws.)

The regulations, most of which went into effect
October 1, 1989, differ for married and unmarried

Risk of Catastrophic Loss

individuals.

The catastrophic cost of long-term care is a
major problem facing older Americans and their

Married Individuals
Under the Act, a nursing home resident and his

families today. A lifetime of savings can easily be

wiped out if a person must enter a nursing home.

or her spouse-at-home can now protect a minimum

The risk is widespread: Americans aged 65-69
face almost a one-in-two risk of entering nursing
homes. With an individual’s annual nursing home
cost running $25,000-$50,000, most senior cit

of $12,000 or one-half of their combined life sav
ings up to a maximum of $60,000, whichever is
greater. (This portion of the Act was not repealed.)
While states can choose to raise the $12,000 floor,
none of them have increased it at the time of this

izens are destitute within the first year after care
begins. Medicare and private “Medigap” insurance
policies generally offer no coverage for custodial

.

writing.
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In addition, a nursing home resident and
spouse-at-home can protect certain exempt as
sets, which generally include:
■ The house, if a spouse or dependent relative is living there, or,

in many states, as long as the nursing home patient intends to

return there.
■ Household goods and personal items.

■ A sibling with an ownership interest who has lived in the
house for the year immediately prior to the person’s entry into
a nursing home or
■ A child who resided in the house for two years prior to a
parent’s admission to a nursing home and provided care
which allowed the parent to stay at home.

Avoiding The Trap

■ The car.
■ Burial plots for the nursing home resident and immediate

family.
■ Upto $1,500 each for the nursing home patient and his or her

Three common Medicaid planning techniques
are outlined below. Work with your clients to assist
them in determining the most appropriate strat
egies—taking their incomes, assets and tax con

sequences into consideration.

spouse’s burial costs if kept separate from other resources.
The house, household goods, personal effects
and car can be protected without limitation on their

# 1 - Place Money in Exempt Assets
It may be beneficial to shift a client’s liquid, non
exempt assets into exempt assets. For example, it
may be advantageous for the client to take money

value.

Unmarried Individuals
The Medicaid rules are much more severe for
singles. These people may protect only about

$2,000 of their assets (this varies by state) as well

as exempt assets that are basically the same as for
married couples; however, the house is harder to

protect because there is no spouse-at-home and
the value of household goods, personal effects

from savings or sell stock to pay off a home mort
gage thereby converting assets that would be lost
to a nursing home into assets that cannot be
touched. Alternatively, it may be advisable for the

client to make household improvements or pur

chase household goods, to protect assets and im
prove the quality of life while still healthy.

Of course, you are responsible for helping your

and a car is limited by state law.

Transfer Rules
On the one hand, you cannot simply advise cli
ents to transfer their assets to qualify for Medi

clients balance lost interest and dividends on in
vestments against any reduced costs (such as
elimination of mortgage interest) and Medicaid

benefits.

caid. There are two major obstacles to offering
such counsel: first, transfers of property for less

# 2 - Transfer Assets to Children

than fair market value made within 30 months of a
Medicaid application generally are not considered

Consider this example: Your client, Mrs. M., is
incapacitated in an auto accident and must be ad

valid; second, an applicant will be rendered ineligi
ble for benefits for a period up to 30 months.

mitted to a nursing home. At the time of the acci
dent, Mrs. M. has nonexempt assets worth
$150,000. Should she transfer these assets to her
children?
Alternative (A) Transferring the assets would
enable Mrs. M. to qualify for Medicaid 30 months
later; during that 30-month period, she would have

On the other hand, certain transfers can be
made at any time without causing the applicant to
become ineligible for Medicaid. The most common
includes transferring the home to any of the follow

ing individuals:
■ A spouse
■ A minor

■ A blind or disabled child

to pay nursing home costs privately.
You must help Mrs. M. calculatetheamountshe
would need to retain for 30 months’ care. You
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would arrive at an amount that—considering the
yield earned on these assets plus any additional
income (such as Social Security)—would be suffi
cient to cover her costs for 30 months and be com
pletely depleted after that time.

Alternative (B) Mrs. M., however, may choose
to transfer her appreciated assets, such as stocks
or the family home. In such a case, you should ex

plain the impact of the transfer on capital gains
taxes- -particularly the loss of benefit of a stepped-

up basis if she were to hold the assets until her
death. The loss of the capital gains benefits may, in
some circumstances, outweigh the benefits of
Medicaid qualification.

can save your clients thousands of dollars and help

ensure their financial security.

[Avoiding the Medicaid Trap, presents dozens of
planning options. For a copy of this informative book,
send $25.95 to Avoiding the Medicaid Trap, RO. Box
24448, Cleveland, Ohio 44124.]

COMMUNICATION IN PERSONAL

# 3 - Transfer Assets to a Medicaid Qualifying Trust

Financial Planning

Transferring liquid, nonexempt assets into an
irrevocable Medicaid Qualifying Trust is often a via

ble option, as it eliminates the risks of dissipation of
assets inherent in transferring assets to children—
particularly if they become divorced or deceased.

Such transfers must be made 30 months prior to
Medicaid qualification.
A common approach is to permit your client
access to some or all of the income while giving
the trustee no discretion to pay your client the

principal. (Evaluate the client’s overall financial cir
cumstances to determine whether this type of
arrangement is acceptable.)

In developing these or any other Medicaid strat
egies for a client, you should work closely with an
attorney who is knowledgeable about the applica
ble federal and state Medicaid laws.
Medicaid planning should become a basic part
of your clients’ estate planning. The tools available

By James Wilson, CPA/APFS. Mr. Wilson is a Partner in the firm of
Hickie and Wilson, CPAs, Bristol, Tennessee.
Communicator. Educator. Psychologist. Strat
egist. PR personality. The expertise associated
with each of these pros spells out “P-E-R-S-O-N-A-L

F-l-N-A-N-C-l-A-L P-L-A-N-N-E-R.” The suc
cessful planner puts these skills and talents into
action during the initial client interview—especially,
the craft of communicating.
As a planner, the primary goal of the initial inter
view is to establish a successful professional rela
tionship with your client. To accomplish this, you

must generate as much information as possible

A Moral Debate
Is it immoral to advise older Americans
about legal planning techniques that can help

them circumvent financial exhaustion by
qualifying for Medicaid? A clear “no" answer
to this question is given by many leading advo
cates for senior citizens, including the late
Congressman Claude Pepper; Dr. Daniel
Thursz, President of the National Council on
the Aging; and Molly Yard, President of the
National Organization for Women.

about your client’s needs, interests and objectives.
After the interview, you will synthesize this in
formation into a coherent written report. At a fol

low-up meeting, you’ll discuss the report with the
client and, hopefully, motivate the client toward im
plementing your recommendations.

VERBAL COMMUNICATION
The key to conducting effective initial inter

views is to ask good questions and to listen care
fully to clients’ answers and comments.

Acquire Basic Questioning Techniques

The Medicaid planning strategies pre
sented here are designed to help middle
class, not wealthy, Americans. Advising cli

As a rule, clients won’t volunteer a lot of infor
mation. Therefore, your job is to elicit necessary
information by using effective questioning

ents on how to protect themselves from being
ravaged by the expense of a nursing home is
no different than advising clients to take all of
the tax deductions to which they are entitled.

techniques.
A good questioner...
■ Formulates questions prior to the interview, with heavy em

In both cases, the government has provided a
legal means to cut costs.

phasis on the “how,” “where,” “when” and “what” types of
issues.

Continued on following page
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4. Closing—Summarize the client’s needs.

■ Asks open-ended questions that will give clients freedom to
expand upon theiranswers. [Becareful nottogivethe impres
sion that you are acting as an interrogator. This makes clients

Generally, clients will talk openly with a planner
who is a good listener.

Throughout this process, your most important role
as a personal financial planner is to be able to see
the world from the client’s perspective.
The warmup, which usually comprises the first
few minutes of the meeting, offers an excellent
opportunity for you to gain this insight and get a
grasp on the client’s personality and “style” of com

A good listener...

munication. As you proceed from the warmup to
the initiation and exploration phases, try to adapt

defensive and impedes the progress of the interview.]

Acquire Basic Listening Techniques

■ Makes appropriate comments from time to time to reflect
support for the client and an understanding of his or her
situation.

your method of communication to that of the client
without compromising your own style.

■ Refrains from passing judgment or making negative remarks
on client business practices or decisions the client may have

Bring the interview to a smooth conclusion by:
■ Summarizing what’s taken place

made.
■ “Couches” his or her comments in terms that indicate an
understanding not only of the facts but also of what the client
is feeling.

■ Obtaining general agreement with the client on the objectives
of the engagement
■ Describing the next step to be taken

■ Discussing how you will proceed with the engagement
■ Making an arrangement for your next meeting

BARRIERS TO COMMUNICATION

The most important role

The barriers outlined below can impact ad
versely on effective communication between plan

as a personal financial planner
is to be able

ners and clients. However, planners who have
personal and professional integrity will overcome
such problems by making every effort to make

to see the world
from the client’s perspective.

their clients feel comfortable.

Background noise—Negative experiences on
the part of either party. For example, a client suf
fered financial loss after acting on the advice of a
PFP. Or, a planner had problems collecting fees

NONVERBAL COMMUNICATION
Communication isn’t restricted to verbal forms
such as questioning and listening or written docu
mentation. Body language also has great bearing

on the communication process. For example, non
verbal messages can be communicated through
facial expressions, hand gestures and body

posture.

from a former client in this client’s profession.
Environmental barriers—Negative influence of
physical surroundings in the interview area. For ex
ample, a client is unable to focus on the purpose of

the initial interview because of office distractions—
ringing telephones, uncomfortable room tempera
ture, awkward arrangement of desk and/or other
furniture, decor and color of furnishings—street/

Preparing for the Initial Interview
This can be broken down into four stages:

1. Warm-up—Engage in “small talk” to put the client

at ease.
2. Initiation—Give an overview of your approach to
PFP.

3. Exploration—Extract information from the
client.

traffic sounds, the timing of the interview, etc.
Status barriers—Negative effect of dif
ferences that exist between the client and the plan
ner insofar as their social standing, levels of

professional achievement or prestige.
Behavioral barriers—Anything that Interferes
with establishing and maintaining a positive client
plannerrelationship. For example, a planner seems
to be rushed and starts the session before the cli
ent is ready to get down to business. A planner is

AICPA
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preoccupied with meeting a deadline and con
cludes the interview before “tying up loose ends.”
A planner is openly critical of certain business

public.” The letter urges that the bill be amended
“to restate, reinforce and clarify the intent of the
76th Congress” when it adopted the exclusion for

practices and decisions made by the client.

accountants in the Investment Advisers Act of
1940. It states that any clarification of the exclu
sion should focus on how services are provided
rather than on what they are called. “A CPA should

Summary
The principal objective of the initial interview is
to establish a successful client-planner profes
sional relationship. The planner is in a position to
help the client when the rapport between them is

built on mutual respect and trust—and when the
planner is able to understand how the client per

ceives matters at hand.
The planner gathers all relevant information
from the client by asking pertinent questions and
listening carefully to the client responses. Clear
communication takes place only when the planner
develops his or her questioning and listening skills.
The efficient planner will see that there are minimal

or, preferably, no “noise" barriers at the time of the
initial interview.

be able to avail himself or herself of the accoun
tant’s exclusion in the 1940 Act, because the exist
ing regulatory framework for CPAs is adequate to
protect the public," said Mr. Chenok in the letter.
The letter also noted the growing trend at the
state level to regulate investment advisers and fi
nancial planners and urged that, if adopted, a
federal regulatory scheme should supersede state
laws and regulation.
As previously reported (see August/Sep
tember 1989 Planner), this bill was also introduced
in the U.S. House of Representatives by Repre
sentative Dingell (H.R. 3054).

Practice Aids
The committee reviewed drafts of the follow
ing practice aids. These aids are designed as edu
cational and reference materials and are not

Highlights of PFP Executive
Committee Meeting
The PFP Executive Committee met on Oc
tober 23rd and 24th in Phoenix. The meeting

focused on federal legislation, practice aids and

other activities.

intended to establish enforceable standards.

■ Relevant Literature Aid—Describes and clarifies the rules gov
erning CPAs who provide financial planning services. Copies
are expected to be available to the members during the sec
ond quarter of 1990.

Federal Legislation

■ PFP Automated Work Program Generator Software—The PFP

The committee approved a letter from AICPA
President, Philip B. Chenok, to Senators

work program library of the AICPA Audit Program Generator 2

Christopher J. Dodd and John Heinz, the chairman
and ranking minority leader, respectively, of the
Senate Banking Subcommittee on Securities,

ary 8-9, 1990, PFP Technical Conference in Palm Beach
Gardens, Florida. It will also be available shortly thereafterfor

which has jurisdiction over the Investment Ad
visers Self-Regulation Act. If the bill is approved by
Congress, it would amend the Investment Ad
visers Act of 1940 and authorize the creation of
one or more self-regulatory organizations for regis
tered investment advisers (see August/Sep
tember 1989 Planner). The letter urges the sen
ators to preserve the accountants’ longstanding
exemption from registration as investment ad
visers.

The AICPA stated in the letter dated October
31, 1989, that if a self-regulatory organization for

investment advisers as proposed in Senate bill
1410 includes CPAs, “the result would be to im
pose a duplicative and costly supervisory system
without commensurate benefit to the investing

software will be distributed to members who attend the Janu

purchase by other members for $20.

The PFP library was developed by a subgroup

of the PFP Practice Subcommittee to guide CPAs
in performing personal financial planning engage
ments. This library can be tailored to meet the

needs of specific clients. It includes procedures to
be performed and general considerations to be re
viewed while performing personal financial plan
ning engagements. Most importantly, it identifies

planning issues and strategies. A copy of the pro
gram output will be included in an update of the
PFP Manual.

Other Activities
Risk Management Task Force. The Executive
Committee formed a Risk Management Task
Continued on following page
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Force to identify the methods CPAs use to provide
risk management services to PFP clients. The task
force is outlining this process and plans to incorpo
rate the material in the current risk management

module of the PFP Manual.
PFP State Society Poundtable. The Division
will sponsor the fifth annual PFP State Society
Roundtable on January 10, 1990. The Roundtable
enables state society PFP committee chairper
sons to discuss their activities and share ideas to

best serve their committee members.
Educators’ Forum. The Division will sponsor an
educators’ forum on January 7, 1990. The forum,
which we hope will become an annual event, pro
vides an opportunity for leading educators to dis

cuss educational and professional issues that are
emerging in PFP. The topics for discussion include
the nature of PFP practice, accounting firms’ need

for trained staff and how to add personal financial
planning topics to an accounting curriculum.

Professional Education. The PFP Professional

Education Subcommittee is working with the CPE

Division to develop quality courses for members.

The PFP Manual. In addition to expanding the

Division’s PFP Manual, the PFP Practice Subcom
mittee is developing new sections on planning for
closely-held business owners and planning for di
vorce concerns. An extensive revision of the in
vestment planning module will be sent to members

as the next update. The PFP Practice Subcommit
tee requests that Division members who are inter
ested in submitting materials or who have com
ments about the PFP Manual contact the Personal
Financial Planning Division at the AICPA, 1211 Ave

order department. To order the speech, send
$3.00 to the AICPA Order Department, P.O. Box
1003, New York, N.Y 10108-1003. Please specify
product number 890822. Brochures are $12 per
hundred. Please specify number 890818. They
can also be ordered by calling (800) 334-6961 (in
New York State, call (800) 248-0445).

Executive Compensation
Packages
(Second of a series)
SPLIT-DOLLAR LIFE INSURANCE PLANS
The split-dollar life insurance plan is another

vehicle designed both to attract new employees
and retain existing ones. This is an arrangement by
which the employer agrees to help the employee
pay for life insurance by advancing all or some of
the premium. The policy is collaterally assigned to
the employer (if the employee owns the policy and
pays the premiums) and is secured by a written

agreement.
The policy can also be owned by the employer

(called the endorsement method), in which case
the employer pays the premiums and has an
ownership interest that is the higher of the total
premiums paid or the cash value of the policy.

Employee Benefits
The split-dollar life insurance plan offers the

employee many benefits. Cost is minimal because
the plan uses corporate dollars to provide personal
protection in the event of death and retirement

nue of the Americas, New York, NY 10036-8775.

benefits. Most of the time, the plan can be pur
chased from the employer. The employee may des

New PFP Speech
Available

ignate a policy beneficiary and is protected against
future uninsurability.
Two important income tax advantages should
be noted. First, the employee does not pay income

and

Brochure

Rising college costs combined with fewer tax

tax on the employer’s total premium payments. Tax
is due only if the economic benefit derived is

shelters make the PFP Division’s new speech and

greater than the cost. To see how this works, sub

brochure an asset to the planner.
The speech, Planning and Saving for Your

tract the cumulative corporate share of premiums
from the face amount of the policy and then multi
ply this amount by the RS. 58 rate from the IRS
table. This amount is then offset by any part of the
premium the employee may have paid. The result is
the employee’s taxable portion of the premium.

Child’s College Years, which is suitable for a general
audience, highlights investment options for chil
dren over and under 14. It discusses the kiddie tax,
income shifting and ways to estimate costs.
The brochure, Easing the Financial Burden,
focuses on investment options to consider when
saving for a child’s college education.
These products are available from the AICPA

Second, the employee’s beneficiaries receive the
insurance proceeds income tax free.
The federal estate tax aspects should also be
considered. The insurance proceeds are includa

AICPA
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ble in the employee’s gross estate when the inci
dents of ownership are retained under Section

stock. Revenue Ruling 82-145 of the Internal Reve
nue Code held that proceeds payable to an in

2042 of the Internal Revenue Code. The unlimited
marital deduction also applies if the employee’s

sured’s beneficiary were includable in the insured’s
estate, even though ownership was split between
the beneficiary and the corporation. The IRS de

spouse is the beneficiary.

Employer Benefits
The split-dollar life insurance plan also offers

many benefits to the employer. Employers can pick
and choose the key employees they wish to cover,
without offering group insurance to all the em

termined that the corporation owned the cash
value. Therefore, the corporation—not the in
sured—had borrowing rights to the policy.
This problem can be avoided, however, with a

ployees. IRS approval is not required.
The employer may also apply for varying

carefully designed split-dollar agreement and
proper beneficiary and rights designation. The
beneficiary must be given all rights incidental to the
ownership of the agreement.

amounts of coverage and terminate the plan at any

Reverse split-dollar (the opposite of split-dollar)

HOW SPLIT-DOLLAR LIFE INSURANCE PLANS WORK
Pays most or all of

EMPLOYER

EMPLOYEE
Remits premiums via
collateralized method

Pays and remits premiums
via endorsement method

INSURANCE COMPANY

upon death of employee

Proceeds necessary to
recover outlay of funds

Balance of Proceeds

EMPLOYEE’S
BENEFICIARY

EMPLOYER

time. The cost is minimal because the total cash
outlay will eventually be recovered either at the em
ployee’s termination-in which case the employer

will be reimbursed for premiums paid from the cash
value of the policy-or through the employee’s
death-in which case the employer will recover the
amount due from the death benefit received by the
beneficiary. In either case, the money received is

is an alternative to the basic split-dollar approach.
Here, the employer receives the death benefit

while the employee gets the cash. Employees use
reverse split-dollar plans in later years as supple
mental retirement plans, because the need for life
insurance coverage has diminished.
Should your client set up a split-dollar plan?
This is the way to go if your client’s employer likes
the idea of providing employees with affordable life
insurance and recovering all premium outlays, even
though it means not receiving a tax deduction at

not taxable income because it is a cash refund.

The Closely-Held Business
One problem in split-dollar planning concerns a
closely-held business in which an insured stock
holder owns more than 50% of a company’s voting

the time the payment is made.
(The next issue of The Planner will cover the third
topic in this series: deferred compensation strategies.)
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Book Review
The Tools and Techniques of Financial Planning by Stephen R.

Leimberg, Martin J. Satinsky, Robert T. LeClair and Robert Doyle is a
complete reference guide that provides readers with accurate and
up-to-date information on many financial planning topics.
The book is organized into three sections:
Techniques, Tools and Appendices. “Techniques”
gives the reader a broad overview on financial plan
ning. “Tools” describes the various investments

9. Other information sources

10. Questions and answers
This all-inclusive book is written for the CPA/
financial planner who wants to keep abreast of the
latest developments and strategies in a constantly
changing environment. To order a copy, contact

the National Underwriter, 420 East 4th St., Cincin
nati, Ohio 45202, or call 1-800-543-0874 (in Ohio,

call: (513) 721-2140).

that are available to meet client needs. The thir
teen appendices comprise quantitative analyses
to be used when planning clients’ present and fu

PFP CPE Self-Study Courses

ture dollars. Appendix H, “The Investment Matrix,”
which was designed exclusively for this book, is an
excellent source for evaluating the most suitable

Self-study PFP courses are a good way to earn
continuing education credits when it is difficult to

investments for clients. Different types of invest

ments are ranked by important functional charac
teristics such as liquidity, tax advantage, current
income, safety and appreciation.
This 580 page volume is divided into fifty-six

get away from the office to attend seminars and
conferences. The AICPA CPE Division offers sev
eral PFP-related self-study courses, which are
listed below. For detailed descriptions of these pro

chapters that are short yet comprehensive. The

grams, consult the AICPA catalog for self-study or
call (800) 242-7269. [In New York State, call (212)

content addresses the following:

575-5696].

1. Descriptions of tools or techniques
2. When to use various tools

3. Advantages and disadvantages of various

financial plans
4. Tax implications
5. Alternatives

6. Where and how to get plans

7. Fees or other acquisition costs and what

they cover
8. Selection of the best tool once you know the

Title
What a CPA Should Know About Investment
Decisions (Basic)

Estate and Gift Taxation (Basic)

Recommended
CPE Hours
8

12

Estate Planning (Advanced)

8

1988 Pension Distribution Time Bomb:
Penalties vs. Elections (Intermediate)

6

Tax Aspects of Divorce and Separation (Basic)

8

Tax-Effective Rollover Strategies:
Financial Planning for Lump-Sum
Distributions (Basic)

8

Tax-Effective Methods for Taking Cash Out of
Closely-Held Corporations (Basic)

8

most appropriate type of plan
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